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Indirect controls, if pressed resolutely, 
will be better than direct controls 
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| Policies for “Warm” War 





NTIL last June 26 the United States was 

engaged in the cold war. That type of 
war had endured since the Iron Curtain was 
dropped in Europe as the consequence of the 
Russians, realizing their popular support was 
lost, opposing the promised free elections in 
Poland in January, 1947. Thus after three 
and one-half years duration, the cold war was 
succeeded by the “warm war.” 

The cold war had been featured by an ac- 
tive civilian economy and restrained military 
expenditures for our defense needs. With the 
invasion of South Korea by armed forces 


_ . from North Korea the situation changed over- 


night. Aggression was let loose to add to Com- 
munist subversion. Already the Korean con- 
) flict and the success of the military aggression 
|| to the date of this writing (August 1) make 
| glaringly clear the failure of the United States 
to meet successfully the conquests of Com- 
munism and its skilfully developed tools—in- 
filtration and subversion. We need to develop 
procedures to achieve effectiveness in the bat- 
tle for men’s loyalties to the good ideas which 
convince us that democracy, not communism, 
is the best way of life. Until we have success 
in that, we at least can work for success in all 
military conflicts and for similar future mani- 
festations of the “warm” war. 

The determination of desirable economic 
policies is dependent upon two primary con- 
siderations: Economic policies for what? 
and economic policies to be adopted for an 
economy in what condition? 
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The Range of Our Needs 
for War 


The economic policies wanted for the im- 
mediate present are wanted to achieve success 
in producing war goods output or expendi- 
tures of about $13 billion in addition to pre- 
Korean conflict annual expenditures of slight- 
ly more than that amount. (It is not clear that 
such additional outlays are to be made in a 
single year. In fact, President Truman has 
indicated that his requests are authorized 
totals and that a much smaller amount would 
be spent within the current fiscal year ending 
June 30, 1951.) 

Thus the progression, according to the 
thermal state of the war is $13 billion a year 
for the cold war; up to $26 billion a year for 
the warm war; and in excess of $100 billion 
a year for the yet-avoided hot war. 

Consequently, as long as the warm war may 
last, economic policies appropriate to the ex- 
penditure for war of an additional $10 billion 
a year are needed. In what state is the econ- 
omy in which that much in additional military 
expenditures is to be made? 


The Contrast: 1940 vs. 1950 


Before turning to specific measurements for 
the present flow of output of the nation’s pro- 
ductive plant, two important observations may 
be made of differences in 1950 from a similar 
military shock in mid-1940 after the fall of 
France. That defeat led us to “a defense 














effort” in 1940 which, despite the fact that by 
December 1941 we were engaged in hostilities, 
produced “defense” and “war” expenditures 
of $26.8 billion in fiscal 1941-42, increased 
from expenditures of only $6.4 billion in fiscal 
1941. Some of the “differences” in the operat- 
ing condition of the economy in 1940 from 
those existing in 1950 are revealed in the 
following table: 


1940 1950 
Employment ....................-:--++ 46,500,000 59,000,000 
Unemployment .....................- 7,500,000 3,050,000 
Workers on farms ................ 9,200,000 6,773,000 


“Hidden” farm unemploy- 





ment 5,000,000 Nil 
Steel capacity operated ...... 82% 101% 
Index of industrial output .. 125 192 
Automobile production ........ 4,472,000 7,000,000 
Government taxes ................ $ 6billion $37 billion 
Government debt .................. $51 billion $257 billion 
Consumer price level ............ 100 168 
Wholesale price level ............ 100 157 


The differences in the accompanying table 
reveal that in 1940 our economy operated at 
very much less than capacity. In retrospect, 
The Economist (London) once observed that 
the greatest economic fact in the world in the 
first half of the twentieth century was that 
the United States under the lash of war was 
able to double its total national output. 


The Boom of 1950 


In 1950 we are operating at near all-out 
capacity under boom. 

This first set of differences suggests that 
we are far more sensitive to inflation in 1950. 
(We were almost insensitive in 1940.) 

Another set of differences should next be 
recorded. They must be taken into the reck- 
oning of our present position in order that 
best economic policies may be adopted to 
achieve our present objectives. In 1940 we 
did not have our industrial capacity of 1943- 
44 either in being or in blueprint. We then 
had stove-pipes and wooden guns for weapons 
in military games. 

Today, 1950, we have all the 1940-built 
capacity in operation. In addition we have in 
being much equipment (mothballed battle- 
ships, carriers, guns, etc.) not even in our 
imaginations in 1940. 
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In June 1950 we were enjoying the biggest 
cyclical boom in our peacetime history. After 
the mild recession of 1949, caused almost en- 
tirely by an adverse attitude of businessmen 
towards the desirability of adding to inven- 
tories, three forces in late 1949 and early 
1950 brought about cyclical recovery. 

The first was a reversal back towards in- 
ventory accumulation at an annual rate of $3 
billion (from a like rate of reduction in 1949.) 

The second force was housing legislation 
which with new rates of 4 per ‘cent interest 
and new thirty-year amortization permitted 
the purchase of 30 per cent more housing at 
the same family monthly budget allowance 
for housing. Housing starts spurted from the 
record high of 110,000 in March to 142,000 
in June of this year. 

The third force was the combination of re- 
covery and easy consumer credit leading to 
such productive outbursts as the manufacture 
of automobiles at a rate equivalent to more 
than 9,000,000 annually. 

Upon the crest of this boom came the Ko- 
rean invasion. The term “crest” is used be- 
cause dampening policies were called for on 
the merits of the boom that developed before 
the date of the aggression in Korea. That ag- 
gression alerted our military forces and stim- 
ulated the consumer into hoarding. In such a 
milieu, President Truman announced that 
“diversion of resources” from civilian produc- 
tion over into military production was “the 
order of the day” for the American economy 
as it had been ten years earlier. 

What policies should we adopt now, in 
light of the contrasts of 1950 with 1940, in 
light of the cyclical boom of 1950, and in 
light of the amount or amounts of war pro- 
duction we shall need to win? 





The_ Bats Svit How Much 
enn Control 
At the time of this writing (August 1) the 
issue in Washington has become whether full 
controls shall be adopted at once because of 
the threat of inflation or whether “partial” or 


“general” controls are adequate. The most” 
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extreme advocate of full direct controls, freez- 
ing prices and wages, etc., is Bernard M. 
Baruch. Stuart C. Symington, head of the 
National Security Resources Board, in sup- 


controls. The language used by proponents of 
full controls of a direct character might be 
borrowed from Daniel Webster: ‘“‘The need is 
instantaneous, overwhelming, and not admit- 
ting of delay.” 

But has the need been as strong as that? 
It hardly seems so if the defense effort is not 
to exceed the size defined by President Tru- 
man: two million men in the armed services 
and a war expenditure increase of less than 
$10 billion in the present fiscal year. If this 
is to be the size of the war effort the following 
are almost compelling reasons for not adopt- 
ing a set of full and direct controls: 

1. The sum of available product-resources 
derived from the annual increase in the labor 
force can produce a gain in total output rang- 
ing between $5 and $10 billion dollars. (When 
the economic decline of 1949 had set in, it 
was common to define the need for full em- 
ployment to be the need for customers for 
$7'% billion more goods each year “to hold 
our own.” The needs of the Korean conflict 
resolve that issue.) 

2. “General” controls, discredited in the 
1930’s when their use was not effective in 
promoting full recovery, can be made to cut 
back housing demand and consumers durable 

NOTE:—By “direct” controls is meant specific 
regulation of prices (as by OPA, 1942-46), rationing, 
full sets of allocations and priorities, the regulation 
of wages, renegotiation, etc., as examples. 

By “partial” controls is meant the use of the 
direct type of controls over limited areas of the 
economy, such as regulation of the price of “regular” 
shirts but omitting to regulate the price of sport 
shirts; regulating the wages in essential industries 


but not having a wage freeze over all classes of 
rua Wages, etc. 

“pa aiccet” controls is meant taxation in which 

no output specifically curtailed and no price is 
specifically fixea:Such a control shrinks purchasing 
power. Other tndirect or general controls include 
policies of debt management, use of interest rates 
(accompanied perhaps by the “direct” control of 
terms of payment on houses and automobiles). 
“Monetary policies and regulation of capital issues 
(the latter “direct” enough on the matter regulated 
but not direct on price) make up other “general” or 
“indirect” controls. 
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porting the defense production bill, urged full — 


demand by $4 billion and $6 billion directly. 

If housing demand was increased 30 per 
cent in 1950 by terms effecting an equivalent 
reduction in financing costs, can there be any 
doubt that sharply increasing down payment 
requirements and shortening amortization 
periods will reduce outlays? 

If terms for other consumer credit are ac- 
cordingly stiffened sharp reductions in the 
total present takings at an annual rate of 
more than $25 billion can be effected. 

3. There are ample stocks of food. If those 
stocks can be released to hold prices down 
precisely as they were bought to hold prices 
up, a rise in food prices can be prevented. 
Preventing a rise in food prices is the most 
important single requirement to prevent a 
rise in wages. And the prevention of a rise in 
wages is the most important requirement to 
prevent inflation. 

4. There is a great deal of military equip- 
ment in being and in mothball. In 1940 it was 
not even in blueprint. Today there also exists 
the capacity which is producing 100,000,000 
tons of iron and steel a year at reasonably 
short. weekly hours with an adequate labor 
force. We are producing automobiles at an 
annual rate of over 9,000,000. We are pro- 
ducing many other products, including over 
$20 billion of construction, $26 billion of all 
consumers’ durables, and about $22 billion of 
producers’ durable goods. 

If these general control powers are used 
with the vigor proposed for the use of direct 
controls, they can accomplish enough “diver- 
sion of resources” and be supplemented by 
enough “extra effort” production to meet the 
needs of the Korean conflict and a series of 
such struggles with the aggression of com- 
munism. More than that. They can do so and 
leave enormous resilient strength remaining 
in the economy, strength which will match 
and exceed what the Communist nations can 
do. We could be prepared, under a system of 
general controls, for five or ten years of warm 
war without having given up the basic tenets 
of the capitalistic system—that price and 
profit can best guide the allocation of pro- 
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ductive resources, even if the allocation must 
perforce call for a 10 or 15 per cent flow of 
output into military needs. They can give us 
an economy which will not need to be dis- 
torted. If the war broadens into a “hot war” 
and thus should require a diversion of re- 
sources each year of $100 billion, then broad- 
er controls can be adopted. 


Objections to Complete 
Direct Controls 


There remains to be said why full, direct 
controls, or partial controls of the “freeze” 
type should not yet be adopted. The objec- 
tions are twofold: 

First, if widespread direct controls, embrac- 
ing 100 per cent of the economy are adopted, 
the President gains control powers far out of 
balance with his own request for a military 
force of two million and war production of 
perhaps $25 billion annually inclusive of the 
$13 billion defense outlays prior to June 26. 
Such excessive powers, excessive measured by 
his own statement of need, can lead to “per- 
sonal government” based upon the excess of 
authorized power over necessary power. 
Power, as Lord Acton stated, corrupts. It is 
far better that in a democracy the President 
comes back again and again to demonstrate 
the need for additional powers to prevent the 
outbreak of personal government as it did 
exist under President Roosevelt. Such use of 
power led in part to the present trouble. That 
requirement of asking for powers as needed 
is the real process for the education of 
democracy which must, by the consent of its 
members, attain a strength equal to that ex- 
isting in the Communist countries. 

Finally, if too much power is requested and 
if it is far in excess of immediate need, the 
public may become so disillusioned on an- 
other occasion when great power is needed 
that it will deny the grant of necessary power. 
The adoption of excessive controls on the first 
occasion may make democracy lack confi- 
dence in itself. That way lies certain defeat 
on the psychological front as well as on the 
military front. 


4 


The Case Against Partial 
Controls 


Partial controls of a direct character (oper- 
ating only over segments of the economy) do 
not appear to be satisfactory. There being 
large “uncontrolled areas,” men, businesses, 
labor, and other resources will attempt to flow 
over into these uncontrolled areas where re- 
wards are greater. Thus if direct controls are 
employed they must be made widespread and 
as complete as possible. An economy cannot 
remain half controlled and half free. 


Summary 


In summary, we need effective presentation 
of the case for the general or indirect control. 
In the western world we have had 250 years’ 
experience with some of those controls. They 
can be effective. But the case for them to date 
has not been well presented. Direct controls, 
on the other hand, worked very well in 
World War II. 

That was immediately after the 1930’s when 
the indirect, general controls did not work 
well (in a period of depression, more proper- 
ly called “stimulants”. 

The crucial test of some of the general con- 
trols will depend upon the willingness of the 
Treasury to use them effectively and to abjure 
itself of the easy finance of 1933-1940 and 
1941-1945. That finance was made easy for 
the Treasury because it accepted widespread 
use of inflation mechanisms. The principal one 
was its insistence that all bond drives be “suc- 
cesses.” To make sure of success all the time, 
excess reserves of the banking system were 
kept at levels close to $2 billion. Thus the 
Treasury was in effect guilty of something 
dangerously close to double talk: It asserted 
it did not want the banking system to buy 
bonds because that inflated credit; yet it had 
them “kept” in such an affluent reserve con- 
dition that they were thereby constantly 
hungry for bonds. The Comptroller of the 
Currency would not make effective (as he was 
in a position to do) a policing of bank port- 
folios to guard against inflation of bank credit 
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by more than $75 billion during the war. 

So the battle for controls goes on. The 
direct controls served us well and did so 
recently. The indirect controls cannot do 
everything. But if we adopt them with the 


A new index of change in business 








have grown more than bigger ones 


intent that they shall be pressed as resolutely 
(as it is always assumed the direct controls 
will be pressed) we should make easier the 
adjustment back to freedom when the warm 
wars shall have been won. 


concentration shows that smaller companies 


Corporate Growth and the 
Problem of Concentration 





ONTRARY to popular belief and the pro- 
nouncements of certain federal agencies, 
the concentration of the country’s capital re- 
sources in the hands of a few giant corpora- 
tions has not increased during the last two 
decades. Not that the assets of very large 
corporations have declined; on the contrary, 
they have grown. But increased concentration 
of capital occurs only when large corporations 
improve their position relative to the smaller 
companies. The unadorned fact 1s that the 
capital of smaller companies has increased 
much more rapidly than that of the giants. 
The chart and accompanying table show 
the rates of increase in total capital employed 
by industrial companies varying in size from 
$10 million to $2 billion. The striking feature 
of the chart is the differential growth shown 
by the four groups of companies. Group IV 
comprises the seven largest companies that 
are aptly, though somewhat arbitrarily, called 
the giants. They increased their size roughly 
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25 per cent. In contrast, Group I, comprising 
the smallest companies, showed an increase of 
over 75 per cent. The rate of increase was, 
therefore, three times as great for small com- 
panies as for the largest. 

A glance at the table, which contains the 
individual rates of increase of the ninety-two 
companies on which the chart is based, will 
explain the differential growth between 
groups. Among the small companies, rates of 
increase as high as 300 or 400 per cent oc- 
curred. Not all small companies, of course, 
increased their capital. General Railway Sig- 
nal, General Baking, Union Tank Car, and 
American Steel Foundries showed decreases. 
But eleven of the thirty-four companies more 
than doubled their capital. On the average, 
companies in this smallest group showed a 
healthy growth. 

In companies of intermediate size, Group 
II and Group III, rates of increase as large 
as 100 per cent were not uncommon; the typ- 
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ical rate, however, was lower. Outstanding 
cases of growth were Montgomery Ward and 
Deere & Company with 147 per cent, followed 
closely by Westinghouse, Sears Roebuck, 
Allis-Chalmers, and Phillips Petroleum. 

Among the seven largest companies, the 
giants, none doubled their capital. General 
Motors was first with an increase of 76 per 
cent; one company, U. S. Steel, lagged badly 
with a decrease of 9 per cent. On the average, 
there was a clear tendency for the rate of 
increase to be least for very large companies, 
and greatest for the smaller ones. 

It is conspicuous that the large rates of in- 
crease were not confined to a single industry. 
Monsanto and Celanese head the list with 
increases of 459 per cent and 366 per cent, 
respectively. Merchandising is well represent- 
ed by Montgomery Ward and Sears Roebuck. 
Companies in the equipment industries, such 
as Electric Auto-Lite, Allis-Chalmers, Deere 
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& Company, and Borg Warner showed large 
increases. International Business Machines, 
Coca-Cola, and Phillips Petroleum illustrate 
the diversity of industry in which rapid 
growth took place. Only the railroad equip- 
ment industry was outstandingly weak. 

A brief word is appropriate regarding the 
list of ninety-two companies chosen for this 
study. All are industrial; utilities and rails 
are excluded. The companies represent all 
those in the giant class, and the majority of 
all industrial companies in the interval from 
$10 million to $2 billion capital for which 
complete and reliable data are available for 
the twenty-year period. Total capital includes 
surplus, undivided profits, and funded debt. 
Although other measures of size might have 
been used, such as total assets or sales, there 
is no reason to believe the added difficulty of 
compilation would have been offset by any 
advantage of measurement. 








Michigan Business Keiase 











A Differential Growth Index 


The tendency for smaller companies to 
grow more rapidly than larger companies, 
which is shown graphically by the four sub- 
groups of companies in the chart, can be 
readily expressed in the form of an index. The 
index, which is merely the gradient of the 
curve of average increase plotted on the chart, 
says neither more nor less than the chart it- 
self, but has the merit of condensing the facts 
into a very simple statement. The equation of 
the curve of average increase fitted to the 
ninety-two observations on company growth 
in millions of dollars is as follows: 

Current capital—2.285(Base capital)-:°°* 
The exponent or differential growth index 
(.908) is sometimes called the growth elas- 
ticity with respect to size. In this case it 
measures directly and simply the increase or 
decrease in concentration of capital. When 
concentration is unchanged, that is, when 
companies of unequal size tend to grow at the 
same rate, the index will be unity. When con- 
centration increases, the index will be greater 
than one. An index of less than one shows, as 
indicated also by the.chart, that concentration 
has decreased during the period reviewed. 

To give the index more concrete meaning, 
consider a numerical example. Given two 
companies, one with $1 million capital in the 
base period, the other with $10 million in the 
base period. Let the smaller company double 
its capital while the larger increases by only 
50 per cent. The equation of growth will be: 

Current capital—2(Base capital)-7° 
If, however, the large company increases its 
size by 150 per cent while the smaller com- 
pany doubles, the equation will be: 

Current capital—2(Base capital): 
Thus the exponent expresses the differential 
growth of the two companies. If both com- 
panies grew at the same rate the exponent 
would obviously be unity. The coefficient, in 
this case 2, depending on the units of mea- 
surement and the origin of the equation is 
unimportant because it is quite unrelated to 
the change in concentration. 
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The Growth Index Versus the 
Concentration Ratio 


The differential growth index has clear ad- 
vantages over the familiar concentration ratio. 
The concentration ratio is a device made 
popular by Berle and Means, who stated in 
The Modern Corporation and Private Prop- 
erty that in 1929, of the 300,000 nonfinancial 
corporations, 200 or less than seven hun- 
dredths of one per cent, controlled nearly half 
of the corporate wealth. It is also the device 
favored in the evidence of concentration pre- 
sented before the Cellar Committee. It con- 
sists of a showing that a very large proportion 
of corporate assets is owned by a small, arbi- 
trarily chosen proportion of the companies. 

There are numerous objections to this de- 
vice. Its most transparent fault is the in- 
clusion of hundreds of thousands of small 
enterprises whose fortunes are not relevant to 
the problem of concentration. Of the half 
million or more corporations now existing, 
nearly all—certainly 99 per cent—have only 
local or limited objectives. They have never 
been touched, and in most cases never will be 
touched, by the forces that produce and gov- 
ern the growth of modern, large-scale enter- 
prises with mass production and national 
markets. In great numbers these small enter- 
prises come into existence, prosper or, if they 
fail, are replaced by new ventures. Their num- 
ber is always increasing although, individual- 
ly, their assets are small. Inclusion of this 
great number of small enterprises in the con- 
centration ratio has a startling effect but 
offers only a travesty on the facts. 

A more serious defect of the concentration 
ratio is its implicit acceptance of equality as 
a norm. Statisticians seem peculiarly gifted 
with the faculty of saying things that are true 
in a way that is not true. Equality is a state, 
not a norm. There is no more reason for cor- 
porations to be all of a size than for churches 
or political parties. Statisticians, without de- 
parting from the literal facts, iirow these 
facts into a false perspective when they em- 
ploy the concentration ratio. 
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CAPITAL GROWTH OF NINETY-TWO COMPANIES, 1929-1948 
(Average Capital Employed, including Funded Debt in Millions of Dollars) . 
er cent 
Company 1929-1938 1945-1948 Change 
General Ry. Signal ................0000- $ 13.476 $ 12.989 4. 
SN oo 3.6 5 nos. d0s000nene eae 14.699 30.319 106. 
BRMIEIEENE TARYN ooo occ secs wcccccccsvecs 15.818 34.723 120. 
Collins & Aikman .................ceeeee 17.951 24.406 36. 
i a a Se wannabes s 18.955 35.126 85. 
Monsanto Chemical ................00005 19.314 108.009 459. 
Electric Auto-Lite ................c0eee. 20.285 67.455 233. 
Underwood Elliott .................eeeee 25.412 30.138 19. 
American Brake Shoe ................... 28.028 51.034 82. 
General Baking ...............eeeeeeeees 28.329 26.391 -7. 
Fairbanks Morse ............eceeeceeeees 28.957 45.896 58. 
ee aise nah thacenss aes 30.317 42.135 39. 
ee Ns bes on i ck d ce ew eine 30.970 75.040 142. 
Libbey-Owens-Ford .................00-- 32.052 57.232 79. 
EE he 5 abo 59400 84.000 9ieso sien 4 5.0 32.810 92.520 182. 
RMN 5 kw oe heise Hes be cicet cece 33.784 40.900 21. 
I i aw ois ies wpe MS Om 34.394 67.241 96. 
ee ros sae ves s 0 sk sao wa sea cae 36.884 171.904 366. 
DUNES iio Sis gic b's een dees ebscbes 37.066 86.706 134. 
Hercules Powder ...........-..eceeeeees 37.770 54.305 44. 
National Cash Register .................. 37.803 63.853 69. 
ne ee eee ere 40.262 49.439 23. 
EE NE 4 60:55 0 4604's510 09'0509009:0% 40.359 52.064 29. 
DEMS ccicecesessdsesscocseeeeses 40.848 53.754 32. 
ne I Haein isince kos wae ccc coade’y's 41.066 39.786 -3. 
Timken-Roller Bearing .................- 41.929 60.709 45. 
co oa. heh neds co escbaess 43.618 150.936 246. 
Caterpillar Tractor ...............cceeeee 43.654 84.127 93. 
ON TIUGUOR «nics 0 50.05 .55:09 60sec ceeess 44.319 90.373 104. 
International Business Machines ......... 47.134 128.853 173. 
INS Fo ss wale wie cic db die as 47.295 50.131 6. 
American Steel Foundries ............... 47.719 40.812 -14., 
Remington-Rand .................eeee8- 49.103 75.213 53. 
Lone Star Cement ...............eeeeee- 49.300 49.741 1. 
SENG A ee een ae re 51.978 62.494 20. 
SPIES, oi'sos ses ecc ccc cus ceesess 56.736 98.154 73. 
American Metal ..........sccccccccceess 57.465 65.621 14. 
Diay Went, Shores... ove cccscccccccseces 58.652 114.417 95. 
EEE Seo cen cS es. seccssessesees 60.323 96.300 60. 
SE cous s bucy's doe sees shaves ence 61.176 123.761 102. 
Stamdard Brands ........ccssccccosssece 62.187 97.876 57. 
Pere eee 66.954 149.082 123. 
gS SP rs See eee 69.431 171.730 147. 
American Locomotive ........ ieee waa sai 74.204 71.607 -3. 
oe ly BE Sa oe ori ear ei 79.665 90.125 13. 
’ Gen. American Trans. ..........-+++000+5 82.745 101.445 23. 
(Continued on next page) 








The chief defect, however, is that the con- 
centration ratio is static. With proper pre- 
caution it may be used to show that, at a 
given point of time, resources are not equally 
distributed among companies, with whatever 
undesirable implication that fact may carry. 
But concentration is dynamic. It is concerned 
with the process by which growth takes place. 
The concentration ratio is incapable of de- 
scribing that process. 


The conclusion reached here that, during 
the twenty years that spanned World War II, 
the concentration of capital declined should 
occasion no surprise. The giants are mature 
companies that long since passed their period 
of most rapid growth. They have already 
reached a degree of adjustment to the forces 
that made them large. While no one would 
venture to say that they will grow no more, 
it is clear that the dynamic influences that 
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CAPITAL GROWTH OF NINETY-TWO COMPANIES, 1929-1948 (continued) 
Per cent 
Company 1929-1938 1945-1948 Change 
ne EE CTE, CTL OPE ee $ 87.162 $111.105 27. 
MEE MINED bina cios scices sacs ocpie cesiveee 92.889 68.469 —26. 
ie oth aks paki wieuaie 105.001 193.733 85. 
American Rolling Mill ................... 105.254 197.762 88. 
WOON TOE a sa cde s Chee ccs pew dwaeene 105.658 90.500 -14. 
OB 60 os ees inas oon 107.307 142.179 32. 
Wheeling Steel .............ccccccccccves 107.603 131.630 22. 
CE SUE ov ccc ccdvebccedecsuded ons 109.645 160.657 47. 
CP IN 5b. 5 556 cae eeR ee ce Keeece 111.517 108.796 -2. 
American Sugar Refining ................ 114.547 116.279 2. 
RR atrerirey ete ip ee reer arity ere pe 116.192 185.126 59. 
MEL. Ais 65 Sieh wea Be bt oa ae Spee wine eet 123.166 174.089 41. 
Atlantic Refining ...............cccceees 144.543 203.415 41. 
Montgomery Ward .............-.ceeeeee 148.720 367.561 147. 
TE, hich bons bs a see ded ecneeewsese 149.507 135.000 -9. 
Be i EI ss 0s 4-0s dgsb e000 sent wee 151.118 277.284 83. 
American Radiator and S. S. ............ 154.020 120.632 -22. 
PRE DN 655 on bs CEN a oes ee sicis eee 161.292 189.517 18. 
Liggett & Meyers ...........ccccccescees 162.336 262.434 62. 
NER Re eer react een nar rer 163.384 211.516 29. 
Phillips Petroleum ................eeeee. 164.839 350.619 113. 
Am. Smelt. & Refining ..................- 168.308 182.381 8. 
BP. OW. WOGIWOTED on ccc cscs cc cncecs 173.033 260.708 51. 
ee nar ay Paar" 174.323 199.468 14. 
DN he. 5 owns nade steaGieeees Cae eo 176.840 220.076 24. 
le I 5 OSs 5 6555 oe do's a eeeen nes 179.182 213.259 19, 
Jones & Laughlin ...........cccccccceses 188.352 265.304 41. 
Tae Water BMC. occ cise ccssccoens 191.535 213.890 12. 
BE III 5k Gna bd 6 6 oc vic Nite s's Cain be 195.692 435.347 122. 
Westinghouse Electric ..................- 197.044 454.199 131. 
Youngstown Sheet .............eeeeeeee 204.322 228.587 12. 
RO I 6 od 6 v's obec 00080 veesbane 253.094 436.903 73. 
American Tobacco .............eeeeceees 256.697 455.321 77. 
Kennecott Copper ...........cesscecceees 302.496 457.865 51. 
Se EE. ica acscceccescccscuveaawe 304.094 501.205 65. 
Consolidated Of) .........ccccccveccccsces 335.521 337.814 1. 
es a as by mia ee hare 347.414 670.709 93. 
YE isos Secs be cen eesanee en baa’ 358.994 408.893 14. 
I Ss is Si ob seo sce esate ews Slee 480.761 892.550 86. 
Anaconda Copper .........-sssseeeeeeees 536.397 586.441 9. 
Standard Oil (Calif.) ...............000- 555.264 770.202 39. 
Bethlehem Steel .............0.ceeeeeees 642.389 739.315 15. 
SOCGNPUMCUUID ccc ccccccceseceveveedces 805.407 1053.976 31. 
CE SEINE. Cs cache veevesseceswesise 930.743 1638.115 76. 
Stamens GHOON. J.) ccc ecccsdeces setae 1561.991 2462.905 SB. 
BD EM cic eS 2 eae asco T ee AN 1962.580 1779.454 -9. 








produce growth are chiefly active among the 
smaller companies. 


Concentration and “Bigness” 


There has developed in our thinking a not 
unnatural confusion between concentration 
and bigness. Bigness is not less important 
merely because concentration has declined; 
on the contrary, bigness is more important 
because there is certain to be more of it. Con- 
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centration is an incidental feature of growth; 
size of company in relation to the job require- 
ment is the primary fact that needs observa- 
tion and study. It should be studied without 
prejudice as a matter of business and engi- 
neering requirements, without a preconception 
that bigness is in itself an evil. Rather, it 
should be studied with a readiness to accept 
differences in size as one of the necessary 
business “facts of life.” 
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do if salespeople are to do a good job 


Some of the things that management can and must 


The Responsibility of 
Management for Sales Training 





eee other day I attempted to buy a paint 
sprayer. From general reading of advertise- 
ments, I knew vaguely about such general 
terms as tank sprayers, cup sprayers, bleeders, 
non-bleeders, air regulators, air filters, and 
other terms pertinent to spraying paint. Opti- 
mistically I started on my buying mission; 
completely frustrated, I returned home. Sales- 
men in three stores handling paint sprayers 
knew less about them than I did, and I did 
not know enough to buy a paint sprayer in- 
telligently. Unfortunately, similar experiences 
are encountered too frequently by the public 
in its attempt to satisfy household wants. 
Salesmen do not have the knowledge to solve 
customers’ problems and most customers enter 
stores with problems which merchandise of 
the right kind will solve. 

Failure of salesmen to know the application 
of merchandise to customer needs is only one 
of many failures that make buying difficult 
for the public. Many times a buyer must con- 
tinue his rounds of competing retailers or re- 
sort to a catalogue order because a salesman 
in one of the stores does not know his stock. 
Many times mistakes are made that are both 
expensive to the store and annoying to the 
customer because a salesman does not know 
store system or is not alert to current delivery 
dates or method of shipment. 

All the foregoing charges of poor salesman- 
ship are made without reference to the many 
mistakes salesmen make in their personal re- 
lationship with customers. These range from 
indifference to customers’ needs to downright 
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rudeness, and in addition include a poor ap- 
proach, faulty demonstrations, failure to close 
sales successfully, and no suggestion of acces- 
sories that would add to the sales volume. 


Responsibility of Management 


Most of the time the public blames the 
salesman for poor salesmanship. In many 
cases, however, management is at fault. Many 
employers, especially those operating small 
businesses, either are not acquainted with 
sound selling principles or do not bother to 
train their selling employees adequately. The 
owner or manager’s attitude is this: if a new 
salesman is smart, he will catch on; if not, 
he will be discharged. Frequently the new 
salesman neither catches on nor is discharged, 
especially if he is a nice fellow and closes a 
reasonable number of sales. The manager 
rationalizes the situation by reasoning that 
any replacement probably will be no better 
than the man discharged and the change will 
involve the bother of getting the new man 
started. Such an attitude is responsible for 
many business failures. Moreover no amount 
of rationalizing can relieve management from 
full responsibility for salesmen’s activities any 
more than for the conduct of other employees 
of the business. Management is responsible 
for the net profit of its business and conse- 
quently is responsible for all activities within 
the business that affect the net profit. 

With full responsibility for the selling ac- 
tivity, management has at hand, even in a 
small business, the means for effecting reas- 
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onably good salesmanship on the part of the 
salesmen. To do this requires certain stan- 
dards for employment and training procedures 
that will reach the desired objective. 


What Management Can Do 


What must a manager look for in evaluat- 
ing a prospective salesman? Honesty and 
physical fitness are basic requirements. In ad- 
dition, the manager is seeking individuals with 
satisfactory educational requirements for the 
job, such native characteristics as a friendly 
disposition, and a reasonable degree of intel- 
ligence, alertness, and resourcefulness, These 
are attributes the salesman brings to the job. 
Too frequently management hands the new 
salesman a sales book and tells him to sell. 
The result is many unsatisfactory buying ex- 
periences on the part of the public. The sales- 
man flounders on his new job and his selling 
methods finally crystallize into a hodge-podge 
of good and bad selling techniques. 

What can management do to avoid hodge- 
podge selling? There are two approaches to 
this problem, both of which are necessary to 
maximize the effectiveness of the new sales- 
man. First, the sales task can be divided into 
its component parts and the new salesman 
given only one part at a time to learn. Second, 
management can use informal but systematic 
methods for training on the job. 

Division of the sales job is illustrated by 
the technique used by department stores in 
managing extra salespeople who are employed 
for special sales and the Christmas rush. Ordi- 
narily the regular salespeople in the store will 
handle the entire sales transaction unless a 
substantial amount of credit is involved. The 
sales will be made, payment received, and the 
merchandise wrapped and handed to the cus- 
tomer or sent to the delivery room. In rush 
periods, however, special wrapping counters 
are set up on the selling floor along with cash- 
iers. After the sale is made and the sales slip 
prepared, experienced employees take over to 
audit the sales slip and complete the sale. In 
this way, any mistakes by the extra sales- 
people are detected and corrected before they 
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become buried in the records of the store. 
Another approach for dividing sales work into 
component parts is to limit the salesman’s 
activity to one counter or even to one item of 
merchandise. The sales work is gradually ex- 
panded as the new salesman becomes better 
acquainted with the merchandise. 


Training Salespeople 

Limiting the salesman’s activity is only a 
transitional step in making a salesman fully 
effective. The second step is the training pro- 
cedure. This part of the program also consists 
of two phases: first, the phase related to a 
salesman’s ability to please customers, and 
second, the phase devoted to the techniques 
of making a sale. The latter covers such sub- 
jects as greeting the customer, demonstration, 
meeting objections, and closing. These are not 
considered here. But they are covered in de- 
tail in many books on salesmanship where the 
emphasis is usually more on making a sale 
than pleasing customers. 

Basically, the pleasing of customers is a 
fundamental managerial responsibility. The 
requirements for pleasing most customers are 
fairly simple. Customers come to salespeople 
with problems which the right merchandise 
will solve. As described at the beginning of 
this article, a painting problem brought a 
prospective customer to retail stores for solu- 
tion. No solution was forthcoming since sales- 
people only knew the price of paint sprayers, 
not what type of sprayer should be used. 


What Salespeople Need 


The top prerequisite in sound selling is for 
the salesman to be an expert in the applica- 
tion of the merchandise to the needs of the 
customer. Management should see that each 
salesman has at his disposal information in 
respect to the use of the merchandise he sells 
as it relates to the specific problems of cus- 
tomers. In addition, the salesman should be 
able to explain why this particular merchan- 
dise will do the job. 

Knowledge of merchandise and its use 
should be listed as number one in sales train- 








ing. Many of the finer points in selling can 
be overlooked if a salesman always finds the 
right answer to his customer’s buying prob- 
lem. In a small business it is not difficult for 
management to give salesmen merchandise in- 
formation. The close contact between manage- 
ment and the selling staff affords many oc- 
casions for discussing specific items of mer- 
chandise, and creating an atmosphere where 
salesmen will examine items carefully and 
study all literature on their use and mainte- 
nance. Where many items are handled, the 
responsibility for expert knowledge for dif- 
ferent items may be divided among the staff, 
but at least one person should be well ac- 
quainted with every item handled. 

Besides knowledge of merchandise, custo- 
mers are pleased with prompt service by 
friendly, alert salespeople. Here management 
must bear the responsibility if customers are 
kept waiting; and in a small business the 
manager, both by precept and example, can 
provide prompt service. Alertness and friend- 
liness, however, are characteristics best se- 
cured in the original selection of employees. 

A third source of pleasure derived from a 
particular store is confidence that service 
promises made by a salesman will be carried 
out as promised. Pity the poor customer who, 
after an order is placed, frets and stews about 
whether the ice cream and special cake for the 
party or the dress for the wedding will be 
delivered on time and as ordered. Of course 


the salesman is not responsible for all this, 
but management has the responsibility both 
of preventing rash promises on the part of 
salesmen and of seeing that all promises, ex- 
cept for acts of God, are kept. 

If management gives serious attention to 
keeping promises to customers, customers 
will be attracted because the business is 
reliable and will continue as regular perma- 
nent customers for the same reason. 


Pleasing the Customers 


In this article, no attention has been given 
to the art of selling as outlined in textbooks— 
and for a reason. The art of selling stresses 
how to make sales rather than how to please 
customers. But unless customers are satisfied, 
salesmanship as such will be ineffective if con- 
tinued patronage by the same customers is 
essential for the success of a business. On the 
other hand, customers will continue to patron- 
ize a business that pleases them in spite of a 
lack of skill in the use of selling techniques. 
As a matter of fact, pleasing customers is the 
sound foundation on which skillful selling is 
built and without which skillful selling is in- 
effective. Consequently, the proper order for 
management to effect a training program in 
selling is (1) the selection of employees with 
a capacity to sell, (2) the training of employ- 
ees to please customers, and (3) if the em- 


“ ployees are not already good salespeople, a 


course in salesmanship. 








FOURTH ANNUAL MERCHANDISING CONFERENCE 
September 19 — Ann Arbor 

Fall merchandising and operating problems of retail merchants will be the theme 
of the Fourth Annual Merchandising Conference to be held at the School of Business 
Administration, University of Michigan, Ann Arbor, on September 19th. The conference 
is being held in cooperation with the Michigan Retail Dry Goods and Apparel Associa- 
tion and the Michigan Retail Association. , 

Among the speakers and discussion leaders are J. D. Runkle of Crowley, Milner 
and Company; Wesley Gearer, Regional Manager of the Retail Division, Bureau of 
Advertising, Chicago; W. B. Long, President, Wholesale Dry Goods Institute, New York; 
Edward Brock, General Manager, Lord’s Department Store, Evanston, Illinois; Clare 
R. Sperry, J. B. Sperry Company, Port Huron; and S. F. Siggins, Seger’s Department 
Stores, Sturgis and Bronson. 

The conference is open to all retailers and interested persons. Registration fee, 
including luncheon, is five dollars. Advance copies of the program are available upon 
request to the School of Business Administration. 
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| Growth in Michigan retail trade 
exceeds national average 


Retail Trade in Michigan Counties 





HE recently released preliminary figures of 

the 1948 United States Census of Business 
permit an interesting analysis of changes in 
retail trade in the State of Michigan since 
1939. The state as a whole gained 226 per 
cent in dollar volume of sales since the last 
Census of Business in 1939. Michigan’s gain 
was 16 percentage points above the gain for 
the United States as a whole. The 1948 total 
of retail sales in Michigan was $5,941 ,538,000, 
as against $1,820,798,000 in 1939. 

Detroit’s increase amounted to 212 per cent 
while Wayne County, in which Detroit is 
situated, enjoyed an over-all increase of 224 
per cent. As shown by the accompanying map, 
the counties around the perimeter of Wayne 
County enjoyed increases from 251 per cent 
to 300 per cent, with the exception of 
Macomb County, which had a gain of 327 
per cent. These greater variations in gains 
may well be attributed to a lower volume of 
sales in the base year. A similar dollar amount 
increase is greatest percentagewise for a coun- 
ty having the smallest amount of sales in the 
base year (1939). 


Four Counties Enjoy Extra- 
ordinary Gains 

Besides Macomb County, three other coun- 
ties enjoyed gains of over 300 per cent in 
sales dollar volume. The other three, Ros- 
common, Montmorency, and Iosco, are con- 
centrated in the upper portion of the Lower 
Peninsula. The gain of 385 per cent in Ros- 
common County was the largest made among 
all Michigan counties. 

The map presents rather sharply the fact 
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that the Upper Peninsula lagged behind the 
state average. Only one Upper Peninsula 
county, Menominee, showed an increase above 
the state average. The Upper Peninsula as a 
whole showed an increase in sales volume of 
174.8 per cent, as compared to the Lower 
Peninsula rise of 228.9 per cent. The corre- 
sponding physical volume increases were 41.2 
per cent for the Upper Peninsula and 69.0 


per cent for the remainder of the state. 


Dollar Volume of Sales 
Misleading 


Not all of the increase in trade can be 
attributed to an increased physical volume of 
sales. A large portion of the increase was due 
to the increase in retail prices. The United 
States Department of Commerce Index for 
all retail commodities for 1939 was 99.0; 
for 1948 the index was 192.7. 

The price index thus increased 93.7 points, 
or 94.65 per cent since 1939, Consequently, 
the dollar sales increase must be deflated, to 
arrive at changes in the physical volume of 
sales. The physical volume of sales shown in 
Table I was computed by reducing the 1948 
sales to the 1939 price basis and then meas- 
uring the percentage increase or decrease. 
Only Keweenaw County showed a physical 
volume decrease under this analysis. 

The results listed in the “Physical Volume 
Changes” column are approximations, for the 
following reasons: 

(1) The possibility of slight dissimilarities 
in the definition and classifications of retail 
trade by the U. S. Department of Commerce 
and the U. S. Census of Business; 


13 








Taste I—Retail Trade in Michigan Counties 




















Number of Establishments Sales Volume (Add 000) Appresi- 
Increase mate 
or Per- Physical 
County Decrease cent- Volume 
1939 1948 1939 1948 Increase age Percent- 
Num- Per In- age 
ber Cent crease Increase 
Detroit Retail Zone: 
Wayne 24,047 22,888 -1159 -48 $792.901 $2,566,614 $1,773,713 223.7 66.3 
Oakland 2,832 3,419 587 20.7 83,019 313,918 230,899 278.1 94.3 
Washtenaw 1,295 1,270 25 -1.9 35,786 125,480 89,694 250.6 80.1 
Macomb 1,660 1,284 376 =. 29.3 28,471 121,507 93,036 3268 119.3 
Monroe 789 730 +39 ~=« ‘5.2 15,024 56,576 41,552 276.6 93.5 | 
Livingston 385 312 73 23.4 6,068 21,458 15,390 253.6 81.7 | 
Total 30,250 30,411 -109 -0.4 $961,269 $3,205,553 $2,244,284 233.5 713 
Balance of Lower Peninsula: 
Alcona 83 109 26) «=—331.3 $ 1,019 $ 3,448 $ 2,429 238.4 73.9 
Allegan 637 631 6 -09 10,498 36,807 26,309 250.6 80.1 
Alpena 271 294 23 8.5 8,265 18,888 12,623 201.5 54.9 
Antrim 140 189 49 35.0 1,812 7,088 5,276 291.2 101.0 
Arenac 140 155 15 10.7 2,161 7,871 5,710 264.2 87.1 
Barry 247 290 43 17.4 4,763 17,935 13,172 276.5 93.4 
Bay 970 1,079 109 =11.2 24,437 87,807 63,370 259.3 84.6 
Benzie 148 145 -3 -2.0 2,098 6,465 4,367 208.2 58.3 
Berrien 1,346 1,420 74 5.5 31,609 109,495 77,886 246.4 78.0 
Branch 412 401 -11 -2.7 7,275 24,624 17,349 238.4 73.9 
Calhoun 1,276 1,304 28 2.2 34,097 111,991 77,894 228.4 68.7 
Cass 327 333 6 1.8 5,028 18,192 13,164 261.8 85.8 
Charlevoix 230 232 2 0.9 3,424 9,637 6,213 181.5 44.6 
Cheboygan 220 272 52 23.6 3,468 11,903 8,435 243.2 76.3 
Clare 159 169 10 6.3 2,552 7,672 5,120 200.6 54.4 
Clinton 326 315 -11 -3.4 5,740 16,995 11,255 196.1 52.1 
Crawford 97 94 -3 ~-3.1 1,481 3,412 1,931 130.4 18.4 
Eaton 473 494 21 4.4 8,054 27,711 19,657 244.1 768 
Emmet 292 302 10 3.4 6.802 20,050 13,248 194.8 51.5 
Genesee 2,698 2,778 80 3.0 85,265 242,667 157,402 184.6 46.2 
Gladwin 123 128 § 4.1 1,813 5,607 3,794 206.3 57.4 
Grand Traverse 294 359 65 22.1 9,196 29,960 20,764 2258 67.4 
Gratiot 450 434 -16 -3.6 8,967 27,883 18,916 211.0 59.8 
Hillsdale 413 413 0 0.0 6,265 24,182 17,917 286.0 98.3 
Huron 460 483 23 5.0 7,850 28,474 20,624 262.7 86.3 
Ingham 1,576 1,580 4 0.3 55,230 184,663 129,433 234.4 718 
Ionia 521 485 -36 -6.9 8,317 27,083 18,766 225.6 67.3 
Tosco 144 232 88 61.1 2,222 9,343 7,121 320.5 116.0 
Isabella 248 279 -19 -6.4 6,566 20,327 13,761 209.6 59.1 
Jackson 1,185 1,177 -8 -0.7 32,924 104,622 71,698 2178 63.3 
Kalamazoo 1,296 1,246 -50 -3.9 41,096 122,681 81,585 198.5 53.4 
Kalkaska 54 69 15 27.8 734 2,386 1,652 225.1 67.0 | 
Kent 3,289 3,032 -257 -7.8 94,469 294,972 200,503 212.2 60.4 
Lake 99 108 9 9.1 742 2,892 2,150 289.8 1003 
Lapeer 407 423 16 3.9 7,449 24,913 17,464 234.4 71.8 
Leelanau 144 121 ~-23 -16.0 318 4,158 2,840 215.5 62.1 
Lenawee 777 888 111 143 15,972 59,232 43,260 270.8 90.5 
Manistee 304 320 16 5.3 5,165 13,870 8,705 168.5 37.9 
Mason 293 329 360 «1123 5,462 19,528 14,066 257.5 83.7 | 
Mecosta 257 253 4 -1.6 4,082 13,528 9,446 231.4 69.7 
Midland 295 306 9 3.1 7,352 23,819 16,467 224.0 66.5 
Missaukee 89 93 4 4.5 1,474 4.354 2,880 195.4 51.8 
Montcalm 507 490 -17 -34 7,080 28,051 20,971 296.2 103.5 | 
Montmorency 66 82 16 24.2 788 3,481 2,693 341.8 127.0 
Muskegon 1,162 1,378 216 = 18.6 31,625 116,489 84,864 268.3 89.2 
Newaygo 235 273 38 16.2 3,570 13,582 10,012 280.4 95.4 | 





(Continued on next page) 
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TaBLe I—Retail Trade in Michigan Counties (continued) 
































Number of Establishments Sales Volume (Add 000) Approxi- 
Increase mate 

County or Per- Physical 

Decrease cent- Volume 

1939 1948 1939 1948 Increase age Percent- 
Num- Per In- age 

ber Cent crease Increase 
Oceana 221 221 0 00 $ 3070 $ 10,573 $ 7,503 244.4 76.9 
Ogemaw 128 184 56 643.8 2,376 8,295 5,919 249.1 79.3 
Osceola 197 184 -13 -6.6 2,906 9,685 6,779 233.3 71.2 
Oscoda 55 56 1 1.8 538 1,843 1,305 242.6 76.0 
Otsego 116 115 -1 -09 1,762 5,514 3,752 219.9 64.3 
Ottawa 797 882 85 10.7 18,464 62,485 44,021 238.4 73.9 
Presque Isle 163 167 4 2.5 2,353 7,838 5,485 233.1 71.1 
Roscommon 132 253 121 = 91.7 1,421 6,864 5,443 383.0 148.1 
Saginaw 1,536 1,514 22 -14 44,023 131,843 87,820 199.5 53.9 
St. Clair 1,096 1,149 53 48 26,105 82,777 56,672 217.1 62.9 
St. Joseph 566 567 1 0.2 10,291 33,159 22,868 222.2 65.5 
Sanilac 439 482 43 9.8 6,822 23,479 16,657 244.2 76.8 
Shiawassee 579 485 -94 -16.2 12,641 38,219 25,578 202.3 55.3 
Tuscola 466 499 33 7.1 9,156 27,821 18,665 203.9 56.1 
Van Buren 646 529 -117 -18.1 10,472 32,291 21,819 208.4 58.4 
Wexford 268 260 -8 -3.0 5,610 16,413 10,803 192.6 50.3 
Total 32,637 33,534 897 2.7 $ 773,587 $2,499,838 $1,726,251 723.1 66.0 
Total Lower Pen. 63,157 63,945 788 1.2 $1,734,856 $5,705,391 $3,970,535 228.9 69.0 

Upper Peninsula: 

Alger 144 171 27 —s-: 18.8 2,645 7,074 4,429 167.4 37.4 
Baraga 110 107 3 -2.7 2,113 5,508 3,395 160.7 33.9 
Chippewa 369 409 40 108 8,624 26,451 17,827 206.7 57.6 
Delta 440 435 -§ -t11 9,970 26,012 16,042 160.9 34.0 
Dickinson 378 405 27 7.1 7,357 22,354 14,997 203.8 56.1 
Gogebic 456 438 -18 -3.9 9,446 23,299 13,853 146.7 26.7 
Houghton 634 614 -20 -3.2 12,731 29,928 17,197 135.1 20.8 
Iron 268 260 -8 -3.0 5,050 15,934 10,884 215.5 62.1 
Keweenaw 37 48 11 929.7 567 955 388 68.4 -13.4 
Luce 61 94 3354.1 1,932 4,973 3,041 157.4 32.2 
Mackinac 181 230 49 27.1 2,211 7,023 4,812 217.6 63.2 
Marquette 603 546 -57 -9.5 14,050 36,191 22,141 157.6 32.3 
Menominee 284 312 28 9.9 4,162 15,789 11,627 279.4 94.9 
Ontonagon 152 170 18 118 2,301 7,178 4,877 212.0 60.3 
Schoolcraft 140 143 3 2.1 2,783 7,478 4,695 168.7 38.0 
Total Upper Pen. 4,257 4,382 125 2.9 $ 85,942 $ 236,147 $ 150,205 1748 41.2 
Total Michigan 67,414 68,327 913 1.4 $ 1,820,798 $ 5,941,538 $ 4,120,740 226.3 67.6 
Other 47 States 1,702,941 1,701,666 -1275 -0.07 40,220,992 124,585,779 84,364,787 209.8 59.2 
Total U. S. 1,770,355 1,769,993 -362 -0.02 $42,041,°90 $130,527,317 $88,485,527 210.0 59.3 





(2) The U. S. Department of Commerce 
Index, while national in scope, is applied to 
sales in Michigan counties; 

(3) The changes in retail prices may well 
vary among the counties, depending upon geo- 
graphical location, types of sales made, popu- 
lation differences, and so forth. 
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Nevertheless, the analysis is more mean- 
ingful than a mere dollar volume increase. It 
shows that the increases are not entirely due 
to increased volume of sales. The greatest 
physical volume increase under this analysis 
was the 148 per cent increase shown by 
Roscommon County. 
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Changes in Number of Retail 
Establishments 


Table 1 also shows the detailed figures in 
the changes of retail establishments, both 
numerically and percentagewise from 1939 to 
1948. If one hundred new stores were opened, 
and seventy-five retailers went out of business 
during this period, the net increase of twenty- 
five stores is all that is presented in the tab- 
ulation. The results in the table and graph 
do not give any indication of the retail mor- 
tality rate in various counties. The changes 
merely designate the increase or decrease in 
the total number of retail establishments in 
existence in 1948 as compared to the total 
number of retail establishments in existence 
in the base year 1939. 

An analysis was made to determine whether 
any relationship exists in the dollar sales vol- 
ume changes and the changes in the number 
of retail establishments. No correlation exists. 
In other words, the county whose sales volume 
increased the most dollarwise did not neces- 
sarily have the greatest increase in the actual 
number of retail establishments. 

However, when the percentage changes are 
compared for each set of data, there seems to 
be some degree of correlation. A relationship 
apparently exists between the percentage 
changes in sales volume and the percentage 
changes in the number of retail outlets. It 


appears (although somewhat inconclusively) 
that if a county enjoyed a relatively high per- 
centage increase in sales, it also ranked rela- 
tively high in the percentage increase in the 
number of retail establishments. 


Changes in the National Picture 


Michigan statistics compare favorably to 
those of the other forty-seven states com- 
bined. In number of establishments, Michigan 
showed a 1.4 per cent increase, while the 
other forty-seven states showed a decrease of 
seven-hundredths of one per cent. 

In dollar volume of sales, Michigan rose 
226.3 per cent; the other states rose 209.8 
per cent. The physical volume increases for 
Michigan and the other states were 67.6 and 
59.2 per cent respectively. 

Detroit, although below the Michigan aver- 
age, showed the greatest percentage increase 
in retail trade among the ten largest cities of 
the United States. Second to Detroit’s 211.8 
per cent sales volume increase was Los 
Angeles with a 199.0 per cent increase. Other 
studies revealed that the number of retail 
stores decreased in all of the ten cities. De- 
troit’s number decreased 8.8 per cent. The 
largest decrease of the ten cities was in Bos- 
ton whose number of retail establishments fell 
16.9 per cent. The changes from 1939 to 1948 
in number of establishments and sales volume 
are shown in Table II. 


Taste Il—Retail Trade in Ten Largest U. S. Cities 
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Number of Establishments Sales Volume (Add 000) ——_ 
mate 
Per- Physical 
City Decrease cent- Volume 
1939 1948 1939 1948 Increase age Percent- 
Num- Per In- age 
ber Cent crease Increase 
New York 115,219 103,765 -11,454 -9.9 $3,192,594 $8,000,012 $4,807,418 150.6 28.7 
Chicago 47,832 43,466 -4,366 -9.1 1,514,829 4,336,330 2,821,501 186.3 47.1 
Philadelphia 30,099 28,163 -1,936 -6.4 766.622 2,108,988 1,342,366 175.1 41.3 
Detroit 19,844 18,096 -1,748 -88 665,565 2,074,923 1,409,358 211.8 60.2 
Los Angeles 24,535 22,945 -1,590 -6.5 782,842 2,340,388 1,557,546 199.0 53.6 
Cleveland 13,814 11,759 -2,055 -14.9 420,426 1,175,139 754,713 = 179.5 43.6 
Baltimore 14,116 12,579 -1,537 -10.9 380,103 1,051,564 671,461 176.7 42.2 
St. Louis 13,161 11,650 -1,511 -11.5 353,860 978,298 624,438 176.5 42.0 
Boston 11,817 9,817 -2,000 -16.9 490,396 1,078,972 588,576 120.0 13.0 | 
Pittsburgh 7,875 7,515 -360 -4.6 337,312 871,194 533,882 158.0 32.5 | 
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Michigan Business Indicators 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Bank debits, : 
both before and after adjustment for seasonal variation, reach record levels. . 
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UPPER PENINSULA BANK DEBITS AT A NEW HIGH-—Debits for July exceeded the post- E 
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war high set in the summer of 1948. They reflect a vigorous recovery of business activity in this 
section of Michigan. 
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POWER CONSUMPTION CONTINUES TO GROW -— Industrial power consumption for June 
and July was at a new high. This series is a good index of the high level of production that has 
prevailed in Michigan during 1950. 


EMPLOYMENT AT HIGH LEVEL—Non-agricultural employment in July totalled 2,150,000, 


reflecting the current high level of industrial activity and absence of strikes. 
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The Michigan Memorial—-Phoenix Project aims to discover 
peace-time uses of atomic energy, and to study the important 
social problems associated with its development and application. 
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The Atom is a Social Problem | 


F this article were written only ten years 

ago, or even five years ago, no title could 
have been more incongruous or meaningless 
than “The Atom Is A Social Problem.” 

Everybody would have known that the 
atom was something for the physicist to work 
with and for mathematicians such as Einstein 
to theorize about. But everybody would have 
been equally sure that it could be of no con- 
ceivable interest to the social scientist—to the 
economist, the lawyer, the student of gov- 
ernment, the psychologist, the sociologist, or 
the business expert—or to the lay citizens on 
the street or in the home. 

The five years since the dropping of the 
atom bomb have, of course, changed all that. 
Nearly all of us know today that the atom and 
the forces that lie within it are among the 
most important facts of our life. Neverthe- 
less, there is a tendency even among informed 
people to think of atomic energy only in terms 
of its physical applications—isotopes, neu- 
trons, radiation, bombs, and atomic engines. 

The reason, of course, is that already the 
demonstrated accomplishments in the phys- 
ical sciences are so great and the visible po- 
tentialities so tremendous that we are justi- 
fied in being excited about the promise of the 
future. We can see the prospect of techno- 
logical and scientific advances which could 
bring to us or to our children advances in 
health, in span of life, and in industrial and 
agricultural productiveness far beyond any- 
thing we have ever dreamed. 

But the very fact that the researches of 
the physical scientist, the engineer, and the 
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military men, promise to produce such revo- 
lutionary technical developments means that 
the social scientist along with all members of 
society will soon face a host of new and 
challenging problems. When we are told that 
“The consequences of atomic energy are as 
broad as the spectrum of human activities,” 
it is a warning that we are dealing with a 
new force which is bound to bring profound 
changes in our way of life and perhaps even 
in our modes of thinking. 

Within the space of less than a century we 
have seen our productive and economic pro- 
cesses and, in fact, our whole social organiza- 
tion revolutionized by the introduction of 
steam power, electricity, the automobile, and 
the aeroplane. We can begin to visualize the 
far-reaching changes which the atomic age is 
likely to bring when we consider that atomic 
energy is as much more powerful than present 
sources of energy as was steam when it re- 
placed horse and man power. 


The Problem of Government 
Control 


Strict government control over atomic en- 
ergy and its uses is a factor which cannot 
be overemphasized in evaluating the impact 
of atomic energy upon our social and eco- 
nomic structures. The military potentialities 
of the atom’s energy are so tremendous that 
government control, for the time being at 
least, is doubtless necessary. The fact remains, 
however, that for the first time in the histo.y 
of this nation, a productive instrumentality 
of great promise is being developed under 
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strict government monopoly. 

The Atomic Energy Commission with its 
legal power of life and death over industry 
through the licensing power it possesses over 
all activities using atomic “fuels,” is a striking 
example of what the future may hold. Neces- 
sary though it may be for our defense pur- 
poses, the Atomic Energy Commission, to the 
extent that it controls economic and industrial 
uses of atomic energy, is an “island of social- 
ism” in our system of free enterprise and in- 
dividual initiative. 

The significance of these developments will 
become more critical as the time approaches 
when atomic energy becomes a more impor- 
tant factor in our industrial production and 
in our economy. On this point we should not 
be misled by those who say that atomic en- 
ergy will never be an important factor in our 
industrial life, that it is too expensive, or that 
it is too hard to control. 


Nearer Than We Think 


We should remember that a working steam 
engine was built and put into operation by 
Newcomen as early as 1710. For over fifty 
years, however, the only use found for it was to 
pump water out of English coal mines. People 
said it would never be of much practical indus- 
trial use, that it was too inefficient, too cumber- 
some, too expensive to ever replace horse and 
man power. Its real potentialities were not 
seen until after the improvements made by 
Watt in 1765. Then, within less than a life- 
time, steam power produced such far-reaching 
changes in our productive methods and in our 
way of life that the resultant social and eco- 
nomic upheaval became known as the Indus- 
trial Revolution—a revolution whose effects 
are still being felt throughout the world. 

Even the electric motor was regarded as 
little more than an interesting scientific nov- 
elty for nearly fifty years after its discovery 
by Faraday in 1831. 

Today the practical applications of atomic 
energy are moving far faster than those of 
the steam engine and electricity. Hundreds of 
millions of dollars are being spent on speeding 
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its development. The time when it will be an 
important influence in our economic and in- 
dustrial life is nearer than we may think. The 
University of Michigan believes that it is near 
enough so that a well-equipped engineer should 
be grounded in the fundamentals of atomic 
engines. Because of this we have established 
courses in atomic energy and in atomic en- 
gines for aircraft. 


Some of the Questions 


It is not too soon, and it may soon be too 
late, to begin our studies of the impact which 
these developments will have upon our social, 
economic, and governmental structure. For 
example, we should be making the most care- 
ful and competent examination of such ques- 
tions as: 

Must we have a governmental control agen- 
cy such as the Atomic Energy Commission? 

If so, how should it be set up and what 
should be the limits of its power, and how 
should it be regulated? 

How can we accomplish the control needed 
for national security without at the same 
time destroying or hampering free enterprise 
and individual initiative? 

These are questions and problems which 
must be met. And they will be handled 
either with or without study. Whether they 
will be dealt with wisely in the light of all 
their implications will depend upon whether 
private citizens—industrial firms and _indi- 
viduals—are interested enough to provide the 
financial support needed to bring to bear upon 
these problems the same kind of sustained and 
expert research and analysis now being de- 
voted to the physical aspect of the atom. 

Today, almost the only place we have to 
turn for studies and analyses of the economic, 
social, and governmental aspects of the use 
of atomic energy is to the Atomic Energy 
Commission itself, and to the specialists em- 
ployed by it. Those concerned with the 
Phoenix Project (the University of Michi- 
gan’s center for atomic research) believe that 
these are questions which should be examined 
and re-examined by impartial and disinter- 
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ested experts—men outside the government 
whose work is supported by private funds. 


Policy Questions Urgently 
Need Study 


There is no more important or urgent study 
that can be undertaken than this. The conse- 
quences of the decisions on questions of social, 
economic, and governmental policy are far 
too important to be left to a drifting course. 
The political scientist, the lawyer, the econ- 
omist, and the business expert must collab- 
orate on these studies. In the Michigan Mem- 
orial—Phoenix Project they will do so. 

There are many other problems in the legal, 
economic, and social fields which demand at- 
tention. The whole field of international con- 
trol of atomic weapons and commerce in fis- 
sionable materials is of vast importance. 

With the spread of atomic knowledge and 
facilities, and the threat of even more power- 
ful weapons than the A-bomb, it is likely that 
some world-wide counterpart of the Atomic 
Energy Commission may become a necessity. 
If it does, the effects upon international law, 
concepts of national sovereignty, and private 
property rights will be revolutionary. 

Other developments which the use of atom- 
ic energy may bring and which will require 
the attention of the social scientist are: 

Higher industrial and agricultural produc- 
tivity with attendant increase in leisure time 
and probably technological unemployment; 

Possible relocation of industries and even 
of cities as a result of the use of atomic en- 
ergy and of atomic weapons; 

The effect of atomic energy on specific in- 
dustries as, for example, petroleum, public 
utilities, and coal mining; 

The effect of atomic technology on trans- 
portation, architecture, and real estate values. 

These are only a few of the economic, in- 
dustrial, legal, and social problems to be stud- 
ied as we move farther into the atomic age. 


Good Health Creates Problems 


Even the advances made in the health and 
medical sciences will bring their social prob- 
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lems. Already we are puzzled by how to meet 
the problems of increased population and 
longer life span brought about by the medical 
advances of the last twenty-five years. The 
increasing proportion of elderly people in our 
population is now a social problem of im- 
portance. Such problems will be multiplied 
many times by the medical and health ad- 
vances we can expect as a result of the new 
techniques and knowledge of atomic science, 

Atomic weapons, too, have brought their 
social science problems. How should we pre- 
pare for a disaster such as atomic bombing? 
This poses problems for all social scientists— 
perhaps especially important to the psychol- 
ogist who must help us prepare mentally for 
such a possibility. 

Education, too, must prepare for the atomic 
age in which our children will live. What must 
the generation of tomorrow know about atom- 
ic energy and its implications? What changes 
are needed in our schools and their curricula? 

These are some of the problems which the 
social scientist must face in the atomic age of 
today and tomorrow. The problems are diffi- 
cult to define and even more difficult to solve 
—because they deal with human beings and 
their actions and reactions. 


Phoenix Project—to Make the 
Atom Serve Mankind 


Ill-defined as these problems may be, they 
urgently demand solutions if the atom is to 
serve rather than to destroy mankind. It may 
well be that in the long run the social impli- 
cations of atomic energy will be of greater 
importance than its physical applications. 

The physical scientist has the task of 
learning to control and use the physical force 
of the atom. The social scientist has the far 
more difficult task of helping to determine 
how to live with the atom. 

in this work, he has no new tools, no iso- 
topes, no radioactivity, no tracers to help him. 
He has only new problems and a new urgency 
in the necessity of solving them if the physical 
benefits of atomic energy are to be enjoyed 
without loss of the personal and economic 
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freedoms which characterize our way of life. 

The Phoenix Project itself, depending as 
it does upon private funds and individual 
initiative for its success, is a major test of 
whether free enterprise can deal successfully 
with the problems of the atomic age. 

The former chairman of the Atomic Energy 
Commission has said, “The biggest challenge 
that ever faced a generation of mortals is pre- 








The disclosure requirements of the SEC 
and the Acts which it administers are 
important factors in the capital markets 


sented to us. We must learn how to live with 
the atom. The sooner men accept that fact 
and are stimulated by it, the sooner shall we 
enjoy the now incredible possibilities of atom- 
ic energy.” 

This is the challenge to the social scientists, 
to business, and to the individual. The 
Phoenix Project is the answer of the Univer- 
sity of Michigan to the challenge. 


The SEC and Capital Raising 





HIS is an appropriate subject in view of 

the high level of business activity in our 
country today and the correspondingly large 
demand for more and more capital. If invest- 
ors are to supply the necessary funds they 
must, of course, have confidence in the se- 
curities offered or, at the least, have confi- 
dence in their appraisal of the risks involved. 
It is at this crucial point that the SEC seeks 
to lubricate the gears of capital formation 
with pertinent facts upon which sound judg- 
ment can be based. Perhaps I can best ap- 
proach this subject by attempting brief de- 
scriptions of what the Commission’s informa- 
tion objectives are, and how they are em- 
bodied in the various statutes we administer. 


Securities Act of 1933 


The Securities Act of 1933 is designed to 
provide the investor with full and fair dis- 
closure of significant information and, con- 
versely, to prevent misrepresentation and 
fraud in the sale of publicly offered securities. 
Such disclosure consists, in -general, of two 
main requirements: (1) the filing with the 
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Commission of a registration statement by 
the issuer of securities, containing full and 
complete information concerning the offering, 
and (2) the condition that the seller of the 
registered securities must use and deliver a 
statutory prospectus reflecting the informa- 
tion on file with the Commission to all per- 
sons solicited or sold the securities. 

While most difficulties under the Securities 
Act involve honest shortcomings rather than 
deliberate attempts to becloud the facts, in- 
stances of misrepresentation or fraud are not 
rare. Within the past year or so the Commis- 
sion has encountered attempts to conceal ad- 
vantages to parents or insiders which would 
have been detrimental to investors; failure to 
disclose cease and desist orders outstanding in 
several states against sale of the company’s 
stock; overstatement of inventories; under- 
statement of losses; write-ups of fixed assets; 
gross exaggeration of the indicated productiv- 
ity of mining property; to name only a few. 

One flagrant example set forth in the Com- 
mission’s Fifteenth Annual Report deals with 
a proposed investment company. Among the 
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serious misrepresentations in its prospectus 
was the description of the promoters’ business 
experience. I quote from the annual report: 

“. , . the prospectus stated that ‘after suc- 
cesfully accumulating sufficient capital’ they 
‘organized a distributing agency for soft bev- 
erages during 1929;’ that ‘they subsequently 
organized’ a company ‘for the manufacture of 
textiles and integrated products from the raw 
yarn through a nationwide retail distribu- 
tion;’ and that ‘during 1943 and 1944 they 
liquidated their operations in the textile field 
and principally engaged in trading and invest- 
ing in stocks, bonds, and debentures for their 
own account and for the account of the mem- 
bers of their immediate family.’ 

“. , . (The Commission’s) investigation dis- 
closed that the beverage business in which 
they had engaged consisted of the sale of soft 
drinks to factory workers when they were still 
no more than thirteen years of age. The com- 
pany which was engaged in the business of 
‘manufacturing textiles and integrated pro- 
ducts from the raw yarn through a nation- 
wide retail distribution’ was in fact a small 
enterprise engaged for the most part in the 
business of selling ladies’ blouses. The refer- 
ence to their trading in securities was no less 
misleading. . . .The investigation disclosed 
that during the period referred to in the pro- 
spectus the promoters traded extensively in 
securities and suffered a net loss as a result 
of their operations.” 

The registration statement, I might add, 
was withdrawn. 


Other Acts 


The Securities Exchange Act of 1934 is 
another important implement of disclosure. 
It requires companies whose securities are 
registered on a national securities exchange 
to file annual reports, containing financial 
statements and other pertinent information, 
with the exchange and with the Commission. 
Trading in a company’s equity securities by 
its officers, directors, and principal stock- 
holders must be disclosed in reports which are 
summarized and circulated widely. 
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The Investment Company Act and the 
Public Utility Holding Company Act go con- 
siderably beyond the problem of disclosure, 
Yet each of them brings to light many facts 
which enable the investor to arrive at more 
intelligent appraisals of a company’s opera- 
tions. In the case of the Investment Company 
Act, disclosure has recently taken on a new 
importance in view of the tremendous expan- 
sion of the mutual funds. Whenever popular 
interest swells to these proportions, particular- 
ly when coupled with commissions very at- 
tractive to distributors, there is real danger of 
runaway, irresponsible representations to the 
investing public. 

It might be inferred from these remarks 
that the coverage of the various Acts and 
hence of available information is well-nigh 
complete. This is not the case, however. The 
‘various Acts have, in fact, discriminated 
against those security holders whose securities 
do not happen to be registered on a national 
securities exchange and do not come within 
the specific legislation adopted between 1935 
and 1940. Clearly, there is no basis in logic 
for a system in which protection or lack of 
protection for the investor is dependent upon 
such irrelevant factors as type of industry 
and type of market. The Commission has pro- 
posed legislation popularly known as _ the 
“Frear Bill,” to correct this inequity. 


Accounting Responsibilities 


Obviously, the raw unclassified data about 
any business are not particularly useful either 
to investors or management. The art of ac- 
countancy was, therefore, developed to digest 
and classify business data according to some 
working rules which will ordinarily produce 
reasonably intelligible information about a 
business. When business enterprise was small, 
the bookkeeper-acountant devoted his ener- 
gies to helping management understand its 
business and to reports designed primarily for 
creditors interested in “pounce” value. 

Newer uses of acountancy developed with 
the growth of the modern corporation. The 
separation of ownership from management 
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created a need to report to the owners, pres- 
ent and prospective, as to the results of man- 
agement’s stewardship. The passage of federal 
income tax laws immediately gave the govern- 
ment a direct pecuniary interest in accounting 
practices. Large-scale business enterprise 
necessarily created important responsibilities 
to society as a whole and accountancy was re- 
quired to convey and interpret data to people 
only indirectly connected with the enterprise. 

The Securities Act of 1933, the Securities 
Exchange Act of 1934, the Public Utility 
Holding Company Act of 1935, and the In- 
vestment Company Act of 1940 gave the Com- 
mission powers as to accounting practices 
of companies subject to these Acts. The SEC’s 
activities haven’t led to the millenium in ac- 
counting practices, but some worthwhile pro- 
gress has been made. 

The stand of the SEC on many accounting 
questions gave the public accountant a basis 
for saying “No” to an insistent client, and 
thus gave the profession a dignity and status 
which it never had before. Significantly, at 
about the same time that the SEC in 1938 
released its Accounting Release No. 4, which 
stated that the SEC would refuse to accept 
in reports to it accounting practices which had 
no “substantial authoritative support,” the 
American Institute of Accountants set up 
committees to formulate and publish its very 
valuable bulletins, now forty-two in number. 

It is very fortunate, I think, that these new 
developments affecting accounting practices 
occurred prior to World War II and the post- 
war period. It is only by relatively vigorous 
and timely action by the SEC and by the or- 
ganized societies of accountants that we have 
been saved, during these periods of stress, from 
a wide variety of accounting practices which 
could have led to a repetition of the write-ups 
of the twenties, to various unjustifiable charg- 
es or credits to income or surplus, and to con- 
siderable confusion about depreciation, in- 
ventory practices, and special reserves. The 
result might well have discredited account- 
ancy for many years to come. If investors lose 
faith in accounting reports to stockholders, 
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they will certainly balk at putting new money 
in on a “pig-in-a-poke”’ basis. 


Accounting for Pension Plans 


A recent illustration of the manner in which 
the Commission seeks to have corporate finan- 
cial reporting keep pace with changing con- 
ditions, and thus further encourage the belief 
that the risk element of investment does not 
include ignorance of the company’s financial 
condition, is shown by the standard of dis- 
closure developed. with respect to pension 
plans. I feel that our present policy on pen- 
sion disclosure represents a reasonable balance 
between possible extremes. The policy seeks 
to avoid, on the one hand, the overly frugal 
disclosure which produces misleading financial 
statements, and on the other hand, the too 
extensive disclosure which overwhelms the 
person not equipped to digest technical detail. 

_It was not a difficult matter to conclude 
that if a company were irrevocably committed 
to the future payment of pensions, any un- 
funded liability for actuarially determined 
past service benefits should, under accepted 
accounting principles, be set up in the ac- 
counts. At the date of adoption of the plan 
such liability would, of course, relate not only 
to employees actually retired or qualified to 
do so, but also to the past service of those 
employees who would not qualify for retire- 
ment until a future date. 

Such completely irrevocable commitments 
apparently occur rarely, if at all. However, we 
feel that even though there is no contract, or 
the contract runs for only a short period, it 
would be unrealistic to ignore the probability 
that, once having installed a plan or entered 
into a short-term contract, the company will 
continue it. Accordingly, it is our view that 
there should be disclosed in a brief footnote to 
the balance sheet not only the important 
terms of the plan, including estimates of the 
amounts payable annually, but also the com- 
pany’s best estimate of the amount that would 
be necessary to fund, or complete the funding 
of, past service obligations at the balance 
sheet date on the assumption that the plan 
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is to be continued. In the case of employees 
who have retired or are eligible to retire, an 
equally realistic approach seems to require 
that, apart from any question as to legal lia- 
bility, balance sheet provision should be made 
in an amount equal to the sum necessary to 
fund the obligation. 


Disclosure of Lease Agreements 


A second problem, dealt with recently by 
the Commission, concerns the disclosure ap- 
propriate where a company occupies proper- 
ties under long-term leases. Although our dis- 
closure principles apply with respect to con- 
ventional leases, I now refer primarily to the 
use of the rather popular sell-and-lease-back 
transaction as a means of financing business 
property expansion. A common example of 
such a transaction invelves the construction 
of a building, followed immediately by the 
sale to some person with available capital, 
often an insurance company, and the con- 
current return of the property to the seller 
under a long-term lease. Often these leases 
contain a renewal option, ordinarily at a re- 
duced or somewhat nominal rental. The les- 
see, as a rule, assumes the usual obligations 
incident to ownership such as the payment of 
taxes, insurance, maintenance, etc. 

To a considerable extent our disclosure re- 
quirements applicable to such transactions 
have been in existence for a number of years. 
Thus, Item 5 of our “Supplementary Profit 
and Loss Information” schedule prescribed by 
Rule 12-16 of Regulation S-X requires that 
there be furnished the aggregate annual 
amount, if significant, of the rentals upon all 
real property then held by the registrant and 
its subsidiaries under lease for terms expiring 
more than three years after the date of filing, 
and the number of such leases. Where rentals 
are conditional, there is to be stated the mini- 
mum amount of rental. 

In addition to the foregoing, the very im- 
portant nature of the financing accomplished 
by this means calls for a brief reference in the 
balance sheet to the rental or other obliga- 
tions, preferably as a footnote, indicating the 
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principal details of significant transactions 
occurring within the period of the report. 

In view of the fixed character of the com- 
mitment undertaken by this form of financ- 
ing, the necessity of a disclosure of the facts 
seems incontrovertible; and the American In- 
stitute of Accountants has taken the same 
position in its Accounting Research Bulletin 
No. 38 issued in October 1949. 


Conclusion 


We are all aware that there are great num- 
bers of people with funds who will not con- 
sider a direct, noncontrolling investment in 
the common stock of American business. I do 
not speak now of those dissuaded by the pres- 
ent tax structure which, parenthetically, I 
should like to see re-examined with particular 
attention given such questions as double taxa- 
tion of dividends and the status of tax-exempt 
securities. The operating results and manage- 
ment record of some companies do not, of 
course, merit entrusting hard-earned dollars 
to them. But, as we all know, there are many 
other companies whose long record of success 
and good management justify the conclusion 
that a prejudice against common stock in- 
vestments as such and at any price level is 
irrational. We do not, however, seem to be 
progressing in making people with funds to 
invest more equity-conscious. A recent SEC 
study indicates that purchases by private in- 
vestors of equity securities actually declined 
in 1949, as compared with three previous 
years, although purchases of bonds rose. 

In a more restricted area of investment, 
however, the appetite for equity securities is 
almost insatiable. I am told that there is 
great demand for equity investments which 
carry with them control of the enterprise in 
question. Certainly, full disclosure is funda- 
mental to any progress in bridging the gap 
between the relative attractiveness of man- 
agement-controlled and stockholder-controlled 
enterprises. No company can, with any consis- 
tency, complain about the lack of equity cap- 
ital and still refuse to give its common stock- 
holders adequate financial information. 
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increased; but some counties show decreases 


| Aggregate Michigan bank deposits have 


Michigan Bank Deposits 





OTAL deposits in Michigan’s banks stood 

at an all-time high on December 31, 1949. 
The figure was $5,204,076,721 according to a 
tabulation of the latest year-end statements of 
the state’s 346 state and 78 national banks. 
This shows a gain of 5.3 per cent, or more 
than a quarter billion dollars over the total 
deposits at the end of 1948. The 1948 figure, 
by way of comparison, was six-tenths of one 
per cent above the previous year-end total. 

Although the total deposits for Michigan 
rose during 1949, increases occurred in only 
34 counties whereas 46 declined, while three 
counties have no banks. Thirty-two of the 
counties showing a decrease were among the 
58 that declined during 1948. 

Counties showing the most significant per- 
centages of increase or decrease between De- 
cember 31, 1948 and the same date in 1949 
are widely scattered over the state, there be- 
ing no particular pattern of distribution. 
While Wexford County (Cadillac) led with a 
gain of 11 per cent, the three southeastern 
counties—Genesee, Oakland, and Wayne— 
followed closely. The greatest declines over 
the year occurred in Baraga (14.8 per cent) 
and Arenac (11.9 per cent). Both counties, 
however, are of minor importance in total de- 
posits. Among the major counties, Macomb 
dropped 9.5 per cent and Muskegon fell 5.9 
per cent during the period. 

Several significant facts are revealed in the 
tabulation of bank deposits by counties. All 
fifteen Upper Peninsula counties declined in 
total deposits during 1949, ranging from five- 
tenths of one per cent in Gogebic to Baraga’s 
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1939 40 41 42 43 44 45 46 47 48 49 
Source: State Banking Department, Lansing 


14.8 per cent drop. The overall drop for the 
Upper Peninsula was 3.5 per cent. Incidental- 
ly, data from the 1950 census indicate a de- 
crease of more than 7 per cent in the popula- 
tion of this area during the last decade. Wayne 
County’s bank deposits of nearly $3 billion 
represent 57.7 per cent of the total for Michi- 
gan. Five counties in addition to Wayne which 
have deposits in excess of $100 million are, by 
rank, Kent, Genesee, Oakland, Ingham, and 
Saginaw. All made gains during 1949. The 
only counties having cities of 25,000 persons 
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or more which had lower deposits at the end 
of the year than at the beginning were Mus- 
kegon and Calhoun. 

A comparison of the number of banks and 
total deposits at the end of 1949 with the 
same time in 1928 reveals some marked dif- 
ferences in these two prosperous periods. For 
comparative purposes, industrial banks are 





included below since their deposits were not 
shown separately for the earlier year. 


TOTAL DEPOSITS 
1928—729 banks (585 state, 
10 industrial, 134 national) ....$1,890,171,775 


1949—427 banks (346 state, 
3 industrial, 78 national) ........ $5,210,785,356 











MICHIGAN STATE AND NATIONAL BANK DEPOSITS AS OF 
DECEMBER 31, 1940, 1948, and 1949* 
Source: Records of the State Banking Department, Lansing 
Per Cent 
Change 
COUNTY?” 1940 1948 1949 1948-1949 
Alger $ 1,055,684 $ 3,629,323 $ 3,473,741 -~ 43 
Allegan 4,623,170 15,769,020 15,584,663 - 1.2 
Alpena 5,220,460 14,500,856 15,053,517 3.8 
Antrim 655,956 2,983,865 3,116,432 44 
Arenac 1,160,109 4,821,442 4,246,968 -11.9 
Baraga 525,167 2,823,544 2,406,409 -14.8 
Barry 3,643,598 11,992,731 11,198,676 - 6.6 
Bay 22,792,408 60,663,428 61,766,232 1.8 
Benzie 1,126,205 3,922,255 3,848,294 - 1.9 
Berrien 17,638,903 58,238,740 59,697,994 2.5 
Branch 5,675,942 16,610,971 16,746,633 0.8 
Calhoun 26,656,548 73,627,381 72,323,673 - 18 
Cass 4,036,134 11,830,528 11,182,112 - 5.5 
Charlevoix 1,612,661 5,987,149 5,960,356 - 0.5 
Cheboygan 1,867,813 5,135,705 4,827,331 - 6.0 
Chippewa 5,875,743 16,243,943 16,062,593 -11 
Clare 1,563,283 4,754,997 4,991,438 5.0 
Clinton 4,640,704 13,993,781 14,378,971 2.7 
Crawford 433,993 1,407,614 1,436,610 2.1 
Delta 9,435,592 23,885,812 22,998,119 - 3.7 
Dickinson 5,298,711 13,960,664 13,520,697 - 3.1 
Eaton 5,295,962 15,706,050 15,468,087 - 1.5 
Emmet 5,870,189 13,596,988 14,071,481 3.5 
Genese 48,746,329 136,896,249 151,186,421 10.4 
Gladwin 721,852 . 2,896,405 2,735,088 - 5.5 
Gogebic 3,361,609 12,354,585 12,291,309 - 0.5 
Grand Traverse 4,485,674 16,712,102 16,945,977 1.4 
Gratiot 5,824,217 20,173,148 20,489,793 1.6 
Hillsdale 4,857,707 13,372,357 13,278,061 - 0.7 
Houghton 16,007,032 28,107,928 26,748,816 - 48 
Huron 5,951,892 18,818,058 19,393,594 3.0 
Ingham 31,692,565 115,015,113 120,565,555 48 
Ionia 4,502,942 15,946,780 15,392,036 - 3.5 
Iosco 845,340 3,613,284 3,903,654 8.0 
Iron 2,641,214 9,504,609 9,217,414 - 3.0 
Isabella 5,078,817 15,917,692 15,531,691 - 2.4 
Jackson 21,553,289 64,227,229 68,552,642 6.7 
Kalamazoo 27,173,130 92,241,857 93,833,249 1.7 
Kalkaska 430,053 954,199 955,552 0.1 
Kent 83,272,494 241,152,958 246,932,091 2.4 
Keweenaw 300,251 683,351 645,015 - 5.6 
Lake 770,662 2,066,334 2,057,765 - 0.4 
Lapeer 5,554,721 14,777,378 14,603,552 - 1.2 
Leelanau 484,515 1,897,658 1,758,031 - 2.7 
Lenawee 16,550,823 46,255,232 48,040,892 3.8 
Livingston 4,721,707 13,484,279 13,182,641 - 2.2 
Luce 676,138 2,239,130 2,119,856 - 5.3 
(Continued on next page) 
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MICHIGAN STATE AND NATIONAL BANK DEPOSITS AS OF 


DECEMBER 31, 1940, 1948, and 1949 (cont.) 











Per Cent 
Change 
COUNTY” 1940 1948 1949 1948-1949 
Mackinac 725,183 2,200,810 2,104,977 - 44 
Macomb 16,000,915 57,320,317 51,871,035 - 9.5 
Manistee 4,208,464 11,610,553 11,074,713 - 4.6 
Marquette 16,478,918 32,474,493 32,015,709 - 14 
Mason 3,313,299 11,979,851 11,466,980 - 43 
Mecosta 2,564,483 8,326,293 8,265,178 - 0.7 
Menominee 5,600,617 14,289,845 13,371,991 - 64 
Midland 5,136,646 15,400,066 15,757,548 2.3 
Missaukee 773,707 2,748,370 2,663,214 - 3.1 
Monroe 10,601,186 38,482,901 38,221,528 - 0.7 
Montcalm 4,027,434 13,453,821 12,954,352 - 3.7 
Muskegon 23,325,623 79,317,884 74,663,923 - 5.9 
Newaygo 3,059,724 10,987,034 10,503,799 - 44 
Oakland 34,061,935 137,133,678 149,577,244 9.1 
Oceana 1,506,158 5,490,185 5,284,187 - 3.7 
Ogemaw 640,022 2,264,484 2,260,785 - 0.2 
Ontonagon 982,805 4,314,806 3,890,513 - 98 
Osceola 1,292,293 4,027,121 4,066,166 1.0 
Otsego 718,232 3,302,892 3,331,153 0.9 
Ottawa 15,447,048 45,112,353 46,648,019 3.4 
Presque Isle 1,077,855 4,565,128 4,267,169 - 6.5 
Roscommon 421,726 2,434,658 2,504,661 2.9 
Saginaw 45,104,510 116,268,950 118,009,823 1.5 
Sanilac 3,811,776 15,507,297 15,594,703 0.6 
Schoolcraft 1,417,852 4,535,540 4,324,603 - 4.6 
Shiawassee 8,061,414 25,578,163 25,670,025 0.3 
St. Clair 21,731,752 57,187,190 59,206,891 3.5 
St. Joseph 7,621,574 26,328,902 25,688,539 - 2.4 
Tuscola 5,786,813 20,501,227 21,172,089 3.3 
Van Buren 7,162,024 19,886,743 18,173,145 - 8.6 
Washtenaw 33,448,382 90,590,550 91,618,027 1.1 
Wayne 1,155,410,207 2,762 ,632,543 2,993,101,293 8.3 
Wexford 2,254,797 9,033,701 10,031,039 11.0 
MICHIGAN $ 1,876,685,280 $ 4,940,593,050 $ 5,204,076,721 5.3 


* The state banks are exclusive of industrial banks and trust companies. 

> Several banks are in communities which are divided by county lines. The figures for these towns 
are included in the totals of the counties as follows: Blanchard in Isabella County; Hesperia in 
Newaygo County; Milan in Washtenaw County; Northville in Wayne County; Union City in 
Branch County. 








DISTRIBUTION COSTS AND PROFITS 


The following is quoted from a recent release from the U. S. Department of 
Commerce: 

“Current rising production costs and increasing competitive pressures on selling 
prices leave many businesses vulnerable since a minor decrease in volume may result in 
a major decrease in profits. 

“‘How Manufacturers Reduce Their Distribution Costs’ is a . . . 150-page study . . . 
of the sales practices of a representative group of producers who have reduced their 
marketing expenses and at the same time substantially increased their over-all profits. 

“One of the case histories summarized in the booklet cites how a firm cut its distri- 
bution expense almost in half and increased sales 76 per cent by shifting its sellim fort 
from unprofitable to profitable accounts. 

“(The booklet) is available from the U. S. Department of Commerce, 1638 Federal 
Building, Detroit 26, for 35 cents. (Stamps not acceptable)” 
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AMERICANS NOT AWARE OF 





NATIONAL DEBT 


A recent survey by the Public Opinion 
News Service shows that 20 per cent of the 
voters do not realize that the government is 
having trouble balancing the budget. An- 
other 16 per cent actually believe the govern- 
ment’s income is in excess of its expenditures. 


* * * 
19477 CENSUS OF MANUFACTURERS 








AVAILABLE 


The United States Department of Com- 
merce has issued the following release: 

“Two of the four scheduled final volumes 
of statistics on the 1947 Census of Manu- 
facturers will be available shortly from the 
Michigan office of the U. S. Department of 
Commerce, 1038 Federal Building, Detroit 
26. Requests are now being accepted, by mail 
or personal visit, for these reports. Please 
make checks payable to the Treasurer of the 
United States. 


a 
A NEW TYPE OF RETAIL OUTLET 





A gradual invasion by supermarkets of sale 
of drug store items has reached the critical 
stage for drug retailers. The drug stores have 
tried to retaliate by including some items 
normally considered food store items, but the 
battle has been a losing one. 

Tired and weary of fighting this force and 
being unable to repel the invasion, the drug 
stores may adopt the policy of teaming up 
with the opposition. This combining of stores 
has already taken place in Ontario, Cali- 
fornia, by a merger of one of the units of the 
Owl-Rexall drugstores with one of the units 
of the Lucky Star Market, a local grocery 
chain. The Wall Street Journal reports that 
the profits are split evenly. 
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This idea is not a novel one for it has been 
considered for a long time by both eastern 
and western drug chains. If this single unit 
is successful, and three weeks’ operations to 
date have presented no reasons to the con- 
trary, the public may see a new type of retail 
outlet, termed the “drugrocery.” 


* * * 


RECENT TAX ADMINISTRATIVE 





RULINGS 


The Wall Street Journal regularly publishes 
new developments in the Federal tax picture. 
Two of the more noteworthy and interesting 
changes are listed below. 

(1) A corporation that reduces its physical 
production capacity by selling its principal 
assets but still operates under the old cor- 
porate form is entitled to benefits accruing 
from the carry-back provisions of the Internal 
Revenue Code regarding losses. This can 
amount to substantial tax savings. 

(2) The Tax Court of the United States 
has held that the amount of money spent for 
a person’s support is immaterial for purposes 
of determining whether that person can be 
claimed as a dependency exemption. The only 
stipulation is that the person claiming the de- 
pendent must have contributed over half of 
the living costs of the dependent claimed. 


* * * 


NATIONAL INCOME AND PRODUCT 





FIGURES REVISED 





People who have been having a hard time 
making ends meet during recent years may 
not be surprised to learn that the U. S. De- 
partment of Commerce has revised its esti- 
mates for national income and national pro- 
duct, and the revisions are mostly downward. 
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The revised figures are presented in an 
article entitled ‘“National Income and Product 
in the United States, 1949” in the July issue 
of the Survey of Current Business, published 
by the U. S. Department of Commerce. “The 
revisions,” says the article, “were occasioned 
by new source materials that became avail- 
able during the past year.” 

The following tables show the old figures 
and the new estimates for some of the prin- 
cipal items. Detailed data on breakdowns of 
these figures will be found in the article re- 
ferred to above. 


Gross National Product or Expenditure 


(In billions) 
Old New 
figure figure 
ae eee $ 212.6 $ 211.1 
ETRE EEE 235.7 233.3 
ee 262.4 259.1 
RE 257.4 255.6 
National Income 
(In billions) 
Old New 
figure figure 
RE Se. $ 176.6 $ 180.3 
EE ee 201.7 198.7 
REE era T 226.2 223.5 
BET subnicascoutbiatton’ 221.5 216.8 
Personal Income 
(In billions) 
Old New 
figure figure 
See ere $ 176.9 $ 177.7 
RES 193.5 191.0 
ee: 211.9 209.5 
RISE Ras 209.8 206.1 
ak K ak 


WEST GERMANS AND JAPANESE RE- 





GAINING STRENGTH IN WORLD MARKETS 





Powerful bids for export markets have been 
made by two of our former enemies, Germany 
and Japan. Both Japan and West Germany, 
for example, exported three times as much 
machinery in 1949 as they did in 1948, re- 
ports The Wall Street Journal. 
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Especially hard-hit by this expansion have 
been the English entrepreneurs. The chief 
reasons are proximity of the two large indus- 
trial countries and the high quality goods pro- 
duced by Germany. High quality goods are 
important to Britain’s export trade pattern. 

The toughest pressure—so Britain’s experts 
say—is still to come from Germany in the 
mechanical and optical instrument field. Other 
products with increasing trends are chemicals, 
especially dyestuffs and pharmaceuticals, and 
steel and iron. 

Japan’s advances have been substantial in 
machinery, electrical equipment, copper rods, 
and sheet steel. However, the most rapid ad- 
vance has been in textiles. 

The worrisome part for American and Brit- 
ish exporters is that this is just the beginning. 


* * * 


VACATIONS WITH PAY 





Of the employed persons not on farms, only 
56 per cent of the workers in the United 
States get vacations with pay, according to 
the Public Opinion News Service. 


* * * 


CRUDE OIL OUTPUT REBOUNDING 





TOWARD 1948 PEAK 





Due to the mildness of the past two win- 
ters, the oil industry was faced with an over- 
production crisis. Oil production in Texas, 
constituting 40 per cent of the United States 
output, had been held to only 74 per cent 
of the 1948 production, states The Wall 
Street Journal. 

However, oil production may well set new 
records in the months ahead. Gasoline con- 
sumption has increased 7 per cent above last 
year’s figures, despite the fact that a record 
950 million barrels of gasoline were consumed 
in 1949. The demand for heating oil has in- 
creased also due to skyrocketing of instal- 
lations of home oil burners. 


31 





Consequently, search for new deposits of 
oil has been approaching the record levels of 
1948. The Texas Railroad Commission, for 
example, reports that the 1950 applications 
for further drilling have exceeded by 20 per 
cent the applications in 1949 for a similar 
period. The Commission has already received 
over 9,000 such applications thus far in 1950. 

If the situation in Korea spreads into a 
large-scale conflict, domestic output of oil 
would have to be increased sharply. However, 
Frank M. Porter, President of the American 
Petroleum Institute, stated that U. S. oil pro- 
duction could be stepped up immediately to 
more than 6 million barrels a day, “without 
injury to producing formations.” This would 
result in an increase of about 10.4 per cent 
over the July 1 crude oil output. 


* * * 
INCREASED DEMAND FOR MACHINE 





TOOLS NOT DUE TO WAR 


New July orders for machine tools are esti- 
mated to have topped any previous month’s 
orders since World War II, reports The Wall 
Street Journal. The increased orders are not 
for industries producing military gear but for 
industries producing peacetime civilian goods. 

The emphasis on civilian output is high- 
lighted by the fact that over 95 per cent of 
the recent orders were results of bids submit- 
ted long before the Korean outbreak. One 
firm reported that some of its recent orders 
were in the talking stage two years ago. 

It is true that most machine tools can be 
converted to war production. However, most 
firms cannot predict what military contracts 
they can expect to receive. Consequently, 
most machine tools being purchased are for 
peacetime operations. 

Reasons given for the increased demand are 
varied: (1) the Korean outbreak made manu- 
facturers analyze their machine tool status, 
since tools for peacetime production may not 
be available if the fighting spreads; (2) price 
increases are predicted. 

Sales estimates for machine tool industries 
for 1950 are $325 million, or 30 per cent 
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above 1949. The gain may well be grea 
the increased trend of new orders persistg, 
$325 million worth of goods is slightly @% 
half of the $600 million annual capacity§ 
present annual capacity of only one-haimy 
the World War II capacity decreased becatise = 
several firms dropped out of the field and be-| 
cause of obsolescence of tool-making mack 
ery. 
Another significant reason for decreas 
capacity may be the fact that the Ame 
export markets are suffering due to invas 
of the foreign markets by West German # 
Japanese exporters. _: 
Skilled labor for these industries is scaré 
This scarcity is being combatted (1) by wor 
ing present laborers overtime, and (2) _ 
training unskilled labor. There are no matet)) = 
scarcities to plague the machine tool pw.” 
ducers. 3 


* * * 
FEDERAL RESERVE BOARD 
INFLATION PREVENTATIVE 








The Federal Reserve Board has developed — 
a program which it suggests would make — 
rationing of consumer goods and price con- 
trols unnecessary. 

The details of the program, as reported in 
The Wall Street Journal, are as follows: 

1. Increased interest rates; 

2. Special issues of U. S. government bonds, 
carrying 2.5 per cent interest, for wealthy in- 
vestors; 

3. Urging retention of U. S. Savings Bonds 
by smaller investors by offering continued 
interest payments on matured bonds; . 

4. Increased taxes of $5 billion in addition 
to the $5 billion already requested by Presi- 
dent Truman; 

5. Tightening of mortgage insuring opera- 
tions on housing unless demand for houses 
shrinks; 

6. New consumer credit controls. 

The board feels that this program must be 
adopted in all aspects, since partial adoption 
would not combat inflation effectively. 
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